U. S. Departnent of Housing and Urban Devel opnent
O fice of Public and I ndian Housing

Notice PIH 2003-8 (HA)
Special Attention of:

Regi onal Directors;

State and Area Coordi nators; | ssued: March 27, 2003
Publ i ¢ Housing Directors;
Publ i ¢ Housi ng Agenci es; Expires: March 31, 2004

Subj ect: Public Housing Devel opment Cost linmits
1. Pur pose. The purpose of this Notice is to:

a. Explain procedures for establishing public
housi ng devel opnent cost limts consistent with
the Quality Housing and Work Responsibility Act of
1998.

b. Transmt the updated schedule of unit Tot al
Devel opnent Cost (TDC) limts.

c. This Notice does not apply to Native Anerican
housi ng.

2. Applicability. This Notice is applicable to the
devel opnent of public housing and other eligible
repl acenent housi ng under a HOPE VI G ant Agreenent
bet ween HUD and a Public Housi ng Agency (PHA) chosen
to participate in the HOPE VI program and or under an
Annual Contributions contract (ACC) for public
housi ng devel opnment and noderni zation of Public
housi ng under Capital Fund grant.

3. Backgr ound.

Statutory and Requl atory Requirenent:

Section 6(b) of the United States Housing Act of 1937
(Act) and the regul ations at 24 CFR 941. 306 require
the Departnment to establish TDC Iimts by multiplying
the construction cost guideline for the project (which
shall be determ ned by averagi ng the current
construction costs, as listed in not less than two
national ly recogni zed residential construction cost

i ndices, for publicly bid construction of a good and
sound quality by 1.6 for elevator type structures and
by 1.75 for non-el evator type structures.
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Housi ng | ndi ces

In order to establish cost guidelines consistent with
Section 6(b) (2) of the Act, the departnent has used
R S. Means “average” and Marshall and Sw ft “good”

i ndices to establish TDC

Pur pose of TDC Policy and Cost All ocati ons:

As explained in the Notice PIH 2001-22 the Departnent
has established this policy with respect to statutory
TDC requirenments. The TDC and cost allocations policy
enabl es the Departnent to identify the actual costs
associated with the different aspects of the entire
devel opment program — (1) the costs and funds

all ocated to construct the dwelling units, (2) the
costs and funds allocated to renewal of the comunity
i ncludi ng soft costs and (3) the costs and funds

all ocated to provide services to the residents.

Total Devel opnent Cost limt Policy.

Construction Indices: As indicated above, the
statutory TDC is determ ned by multiplying the per unit
construction cost guideline for a project (that is
determ ned by averaging the current construction costs
as listed in two nationally recogni zed construction

i ndices for publicly bid construction of good and sound
quality for specific unit sizes and structure types) by
1.6 for elevator buildings and 1.75 for non-el evator
construction by unit size and then adding the resulting
anounts for all the units in the devel opment. This

cal cul ati on determ nes the nmaxi num anount of public
housi ng capital funding that nay be used to pay for the
costs of devel opnent of a public housing project. 1In
this Notice, HUD has used R S. Means “average” and
Marshall and Swift “good” housing indices to establish
t he TDC

TDC Limts on Public Housing Funds Only: The TDC
limt, as determ ned above, applies to the costs of
devel opi ng public housing that may be paid from Public
Housi ng funds. The term “Public Housing funds” is
defined to include Capital funds, public housing

devel opnment funds, Mjor Reconstruction of Cbsolete
Projects funds, HOPE VI funds, and operating funds. In
order to determ ne whether a public housing project
satisfies the TDC limt, HUD will consider all HUD
approved costs for planning, admnistration, site
acqui sition, relocation, denolition, site renediation,
site devel opnent (except as noted below), the dwelling
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unit hard costs, including construction and equi pnent,
interest and carrying charges, builder’s overhead and
profit, on-site streets and utilities fromthe street,
off-site facilities including community buildings,
finish | andscapi ng, a contingency all owance, insurance
premuns and any initial operating deficit. This
calculation wll also include costs attributable to
Davi s- Bacon wage rates, as applicable.

Denplition, Renediation of environnental hazards, and
Extraordinary Site Costs: HUD has determ ned that

t hese costs, in sonme cases, associated with existing
public housing properties, are not devel opnent rel ated
costs since they are incurred by the PHA whet her or not
the site of the denolished public housing project is
bei ng redevel oped for public housing. Therefore, the
TDC cal culation will include the costs of denplition
and renedi ati on of environnental hazards, as approved
by HUD, prorated with respect to the nunber of units
bei ng devel oped on the site. For exanple, if a PHA is
denol i shing a 300 unit public housing project and
putting only 100 new public housing units back on site,
only one-third of the costs of denolition and site
remedi ation will be included as part of the public
housi ng devel opnent costs to be conpared with the TDC
[imt. Typical site costs will be included within the
TDC. The Departnment will exclude extraordinary site
costs fromthe TDC cal cul ation for HOPE VI grant

pur poses. Exanples of such costs include, but are not
limted to, renoval or replacenent of extensive
underground utility systens, extensive rock and/or soi
removal and repl acenent, construction of extensive
street and other public inprovenents, dealing with
unusual site conditions such as slopes, terraces, water
catchnments, |akes etc., and dealing with flood plain
and other environnmentally corrective issues. The site
remedi ati on and extraordinary site costs nust be
verified by an independent certified engineer, and
approved by HUD

No Exceptions: Although the Statute authorizes the
Secretary to approve a higher TDC for a project, the
Departnment will grant no exceptions to the TDC limt
for any projects funded from Public Housing funds
awarded from Fiscal Year (FY) 1997 forward. This

i ncl udes any FY 1997 funds awarded under the HOPE Vi
NCFA, and noderni zation funds provided to the PHA in FY
1997 and prior years which were subsequently approved
for conversion to devel opnent purposes. HOPE Vi
grantees will be able to request a TDC exception for
publ i ¢ housi ng and HOPE VI funds awarded in FY 1996 and
prior years. No exception to the housing construction
cost (HCC) limts discussed in paragraph 5 below wi ||
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be granted. For any public housing devel opnent project
in which a PHA is conbi ni ng Public Housing funds from
different years, the TDC and ot her costs requirenents
applicable to the funding nost recently provided to the
PHA wi || govern. For purposes of this Notice, in
addition to public housing devel opnent, HUD will apply
the TDC limt and the funds all ocati on assessnent set
out below to the devel opnent of any repl acenent housing
usi ng public housing funds, e.g., eligible
homeowner shi p repl acenent housi ng.

Moder ni zation of Existing units: The TDC limt of
Publ i c Housing funds for nodernization of existing
public housing units will be ninety (90) percent of the
TDC for the devel opnent of new units. Al so, the HCC
[imt (described below) is not applicable to the
noder ni zati on of existing units.

Acqui sition of Existing units or newy built units: In
t he case of acquisition of existing units the HCC |imt
does not apply and the TDC i ncl udes the cost of

acqui sition and the cost of any renovations to the
acquired units.

Project Fund All ocation Categories.

For the purposes of HUD s project funds allocation
assessnent, HUD nust review and approve all funds going
into the devel opnent of the public housing project with
respect to three distinct categories: Housing
construction, Comunity Renewal, and Conmunity and
Supportive Services. All costs, except for excess
denolition and renedi ati on environnental hazards and
extraordinary site costs, related to the Housing and
Community Renewal, which are to be paid out of Public
Housi ng funds nust be within the TDC Iimt. Wthin the
TDC Iimt, the PHA can determ ne the Public Housing
funds allocation for Housing costs and the Public
Housi ng funds allocation for Community Renewal costs;
provi ded that the amount of funds allocated for Housing
cannot exceed the HCC limt described below. The

al l ocation of funds for Community and Supportive
Services for HOPE VI projects is outside of the TDC

cal cul ation, but HUD is capping the amount that a PHA
can pay for Conmmunity and Supportive Services from any
Public Housing funds at fifteen (15) percent of the
HOPE VI grant.

Housi ng Construction Cost Limt - Public Housing funds
are capped by the average of the two indices, as
descri bed above, prior to the application of the

mul tiplier for housing construction costs. 1In

det erm ni ng whet her housing costs are within this
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[imt, HUD will consider housing unit hard costs;

buil der’s overhead and profit; utilities fromthe
street; finish |andscaping; including Davis-Bacon wage
rates, as applicable. A PHA may exceed the HCC limt,
as descri bed above, using non-Public Housing funds,
such as CDBG funds, HOVE funds, |owinconme housing tax
credits, private donations, and private financing.

Community Renewal - The funds allocated for Community
Renewal , including the pro-rated costs for denolition
and site renedi ation as discussed above, are the

bal ance of funds remaining within the TDC limt after
the allocation of housing costs is subtracted fromthe
TDC limt. Wile there is no separate cap on the
project funds allocated for Community Renewal costs,

t he Public Housing funds all ocated for Conmunity
Renewal plus Public Housing funds allocated for housing
pur poses nust be within the TDC limt.

A PHA nay exceed the TDC limt wi th non-Public Housing
funds, i.e., a conmmunity may provide CDBG or other HUD
funds eligible for use for such purposes, and/or non-
HUD funds for eligible costs.

HUD Reform Act’ s subsidy layering requirenments are
applicable to all PHA devel opment projects. In
addition, any costs above TDC paid from ot her sources
for project inprovenents and/or anenities cannot result
in substantially increased operating and mai nt enance
costs, or other increased costs to be covered by the
PHA.

Communi ty and Supportive Services Funds Allocation
Limt - Wile not related to the TDC cal cul ation, the
department has determined it will limt the anount of
any Public Housing funds that a PHA nay use for
comunity and supportive services prograns to 15
percent of its HOPE VI grant. Such funds are to
provi de community and supportive services both to
current residents who will reside in the redevel oped
housi ng, new residents, and residents who are provided
Section 8 certificates and vouchers as repl acenent
housi ng.

Al'l Conmunity and Supportive Services shall be

performed based with quantifiable results and
sustainability after expenditure of HOPE VI funds.

/s/ Mchael Liu

Assi stant Secretary for
Publ i ¢ and I ndi an Housi ng
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Attachnments: TDC Housing Cap Limts for FY 2003



